
Weekly Market Snapshot
Is now a good time to invest in bonds? 

Weekly Recap

▪ Following President Trump’s trip to China, it is now 

time for Russia’s President Putin to visit China.

▪ After several weeks of talks, the EU has approved a 

trade agreement with the United States.

▪ Emmanuel Moulin has been approved by the French 

parliament as the new governor of the Bank of 

France. 

▪ The price of Brent remains above USD 105 following 

the conflict between Iran and US/Israel.
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AI CAPEX CONTINUES TO RISE, DRIVING AI 
INFRASTRUCTURE
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Snapshot

The US/Israel-Iran conflict has driven up Brent crude 
prices to USD 91/barrel (December futures) and USD 
115/barrel (spot). Diesel and jet fuel costs have surged 
more than 50%, triggering demand destruction in 
industries such as aviation. Rising oil prices have spilled 
into broader inflation, with US core CPI at 3.8% YoY and 
core PPI at 5.2%, exceeding expectations. This 
inflationary pressure has pushed bond yields higher, 
with US 10-year Treasuries rising from 4.4% to 4.6%, 
German Bunds from 3.0% to 3.1%, and Japanese yields 
from 2.5% to 2.8%, driven by persistent inflation  
uncertainty.

Higher yields are putting pressure on equity valuations, 
particularly in the US where the S&P 500 and Nasdaq 
100 indices are showing signs of weakness after a strong 
Q1 rally. Meanwhile, corporate bond yields have surged, 
with European investment-grade bonds at 3.8% (up 
from 3.2%) and US yields at 5.5% (up from 4.9%), 
offering higher long-term return potential. Whether the 
Strait of Hormuz remains closed (risking recession and 
supporting bonds) or reopens (easing inflation and 
aiding bonds), the current environment represents a 
compelling entry point for fixed income, particularly 
European investment-grade corporates.
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UPWARD SHIFT IN 10 YEAR GOVERNMENT 
BOND YIELDS

Geopolitical tensions drive oil price 
surge and inflation pressures

Amid escalating tensions between US/Israel and 
Iran, in March and April 2026, Brent crude futures 
for December 2026 delivery have remained within 
the USD 80–85 per barrel range. However, prices 
have recently surged to USD 91/barrel, while the 
spot (dated cash) Brent price has reached USD 
115/barrel, maintaining a significant premium over 
futures.

The impact of rising crude prices has extended to 
refined products, with US diesel prices jumping to 
USD 5.60 per gallon from USD 3.70 pre-conflict, 
which may potentially impact consumers and 
industries. Meanwhile, jet fuel prices in Singapore 
have nearly doubled, compelling airlines to reduce 
long-haul flight schedules given high prices. This 
shift signals demand destruction as industries 
adjust to sustained high fuel expenses.

Beyond energy markets, the inflationary effects of 
rising oil prices are becoming increasingly evident. 
US April CPI data exceeded expectations, with core 
inflation registering 3.8% YoY, slightly above the 
3.7% consensus forecast. Similarly, core producer 
prices (PPI), excluding energy, rose to 5.2% YoY, 
significantly outpacing the 4.3% rate anticipated. 
Rising fuel costs have not only fuelled energy 
inflation but are also contributing to broader price 
pressures, with second-round effects increasingly 
apparent in core inflation.

Bond Markets react to geopolitical risks

The failure to reopen the Strait of Hormuz, despite 
recent US-Iran ceasefire talks and diplomatic talks 
between the US and China, has intensified market 
volatility, particularly in bond markets. 

The inflationary environment has hit the bond 
markets, pushing yields higher. The US 10-year 
Treasury yield has climbed from 4.36% in early May 
to 4.57%, a 20-basis-point increase. Similarly, while 
Japanese 10-year yields moved from 2.47% to 
2.74%. The upward shift in yields—ranging between 
10 to 30 basis points across major markets—
primarily reflects higher real yields rather than 
higher inflation expectations, suggesting increased 
uncertainty as the dominant driver.

Higher bond yields are now weighing on equity 
valuations, particularly in the US, where price-to-
earnings (P/E) ratios remain elevated. After a strong 
Q1 rally, the S&P 500 and the Nasdaq 100 indices 
have shown signs of weakness in recent days, 
pressured by these higher bond yields.

A compelling entry point for bonds?

Against this backdrop, fixed income markets offer 
attractive opportunities. Investment-grade 
corporate bond yields have surged, with European 
yields rising from 3.2% in late February to 3.8%, 
while US yields have increased from 4.9% to 5.4%—
a 50-basis-point jump in both regions since the 
beginning of the conflict. Given that long-term bond 
returns tend to align closely with initial yields, the 
current environment suggests higher expected 
returns for investors entering the market now. In 
Europe, even Italian 10-year BTP yields have 
climbed to 3.8%, significantly higher than pre-
conflict levels. 

Two potential scenarios could unfold: 

o A prolonged closure of the Strait of Hormuz, 
leading to oil and oil product shortages as well as 
demand destruction leading to a slower global 
growth higher risk of a global recession. 
Historically, a similar environment has favoured 
bonds which tend to do well when growth slows 
or the risk of recession increases.

o Alternatively, a swift reopening of the strait 
could ease oil and gas supply constraints, 
gradually reducing inflationary pressures and 
supporting bond performance.

For European investors, the current environment 
represents a favourable entry point into the fixed 
income market, particularly European investment- 
grade corporate bonds as a starting point. 
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